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Attachment 4 . 1 9 A t l )  

State Plan Under T i t le  X I X  o f  the Social Security Act 

State: Massachusetts 


Institutional ReimbUrSement 


MethodsUsed to  Detenuine Ra teS of Palanent f o r  

Acute Inpa tient HOSpi t a l  Services 


I: OVERVIEW 

On J u l y  28, 1995, theDivisionof Medical Assistance o f  theExecutive 
Off iceof  Health andHuman Services(hereafterreferredto as  "the 
Division")issuedthe Medicaid program's f i f t h  Request f o r  Application 
(RFA) tosolicitapplications from eligible,in-state acutehospitals
which seek toparticipate a s  Medicaid providers o f  acutehospital
services. Thegoal ofthe RFA was t o  enterintocontracts w i t h  a l l  
el igible,  acutehospitals i n  Massachusetts which acceptthe method o f  
reimbursement set  forth below as payment i n  f u l l  f o r  providing Medicaid 
recipients w i t h  the same levelofclinicalservices a s  i s  currently
provided by those hospi t a l 8  and their hospital -licensed health centers. 
In-stateacutehospitals which: (1) operate under a hospitallicense 
issued by the Massachusetts Department o f  PublicHealth (DPH);  (2)
participateinthe Medicare program; (3) have more than f i f t y  percent 
( 5 0 8 )  oftheir  beds licensedmedical/surgical, care,as intensive 

burn, pediatric, intensivecoronary care, pediatric care, maternal 
(obstetrics) or neonatal intensive carebeds,as determined by DPH; ( 4 )
currentlyuti l ize more than f i f t y  (50%)  oftheir  beds a s  such,as 
determined by the Division are eligible to app ly  f o r  a contract pursuant 
to the RFA. 

An Applicant's Conference was held on August 9, 1995, a t  which time 
interestedparties could ask questionstoclarify any aspect ofthe 
methodology. Written questions andcommentswere accepted through August 
18,  1995. The RFA and i t s  methodology became e f f ec t i ve  October 1, 1995. 
A l l  el igible acute hospitals are participating providers. 
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Attachment 4.19Atl)  

State P 1an Under T i  t l e  X I X  of the Social SecuriTY t y  Act 

State: Massachusetts 


Institutional Reimbursement 


11: DEFINITIONS 

Administrative Day (AD) - A day of inpatient hospitalization on which a 
recipient’s careneeds can beprovided i n  a setting other than an acute 
inpatient hospi t a l ,  and on which the recipient i s  c l in i ca l l y  ready f o r  
DISCHARGE b u t  an appropriate institutional or non-institutional setting
i s  not readilyavailable. See 1 3 0  CMR 4 1 5 . 4 1 5  and 4 1 5 . 4 1 6  attached as 
EXHIBIT 1. 

Administrative Day Per D i e m  - An all-inclusiveper diem payable t o  
hospitals for administrative days. 

C1CLINICAL Labora t o w  Service - Microbiological , serological , chemical , 
hema tological, biophysical, radioimmunoassay, cytological , immunological,
pathological, or other examinations of materialsderived from the human 
body to  provide information f o r  the assessment o f  a medical condition or 
f o r  thediagnosis,prevention, or treatment o f  any disease. 

Community-Based Physician - Any physician, excluding interns, residents, 
fellows, and house o f f i ce r s ,  who i s  not a hospital-basedphysician. 

ZI 

Contract (Hospital Contract or Agreement) - The agreement executed 
between each selectedhospital and theDivision which incorporates a l l  
o f  the provisions of the RFA. 

Contractor - Each hospital t h a t  i s  selected by theDivision a f t e r  
submitting a satisfactoryapplicationin response t o  the RFA and t h a t  
enters into a contract w i t h  theDivisionto meet the purposes specified
i n  the RFA. 

Department of Mental Health (DMH) Replacement unit Services - Services 
provided i n  beds located on a staff-secure and locked psychiatric unit 
operated by a hospital , which i s  designated by DMH to  provideacute 
inpatient services for certain recipients. Such servicesare reimbursed 
under a separate hospital contract w i t h  DMH and the Division. 

Disabled Recipients - Recipients o f  the Medicaid program who are eligible
under SSI and Medicaid Disability Assistance (categories of assistance 
03 and 0 7 )  . 
Distinct Part Psychiatric Unit (DPU) - An acutehospital’spsychiatric
unit t h a t  meets a l l  requirements o f  42 C.F.R.  Par t  4 1 2 .  
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Attachment 4 .19At l )  

State Plan Under T i t le  X I X  of the Social Security Act 

State: Massachusetts 


Institutional Reimbursement 


Division - TheCommonwealth o f  Massachusetts, Executive Of f ice  o f  Health 
and Human Services, Division of Medical Assistance. 

Gross Patient Service Revenue - The total dollar amount of  a hospital’s
charges for services rendered i n  a fiscal year. 

Health Maintenance Organization (HMO) - An ent i ty  approved by the 
Massachusetts Division of Insurance to operateassuch. 

HOSpital - Any hospitallicensedbythe Massachusetts Department of  
Public Healthas an acutehospi t a l  (and theteachinghospital ofthe 

of Massachusetts Medical School), andUniversity which meets the 
eligibil i ty criteria set  forth in Section I of this State Plan. 

Hospital-Based Entity - Any ent i ty  which contracts w i t h  a hospitalto 
provide medical services to recipients on the same s i t e  as the hospital ‘s 
inpat ient  faci l i ty .  

Hospital  -Based Physician - Any physicial, excluding interns, residents, 
fellows, and house o f f i ce r s ,  who contracts w i t h  a hospitaltoprovide
servicestorecipients on the same s i t e  as thehospital ‘s inpatient
f a c i l i t y .  

Hospital -Specif ic Standard PaymentAmountPer Discharge (SPAD) - An a11
inclusive payment f o r  the f i r s t  twentycumulativeacute d a y s  o f  an 
inpatient hospitalization, which i s  complete reimbursement f o r  an acute 

the Outliers,episode o fi l lness ,  excludingadditional payment of 
TRANSFer per Diems, and Administratively Necessary Days. 

InpatientServices - Services reimbursable by theDivision pursuant t o  
the RFA which are provided torecipients admitted as patientsto a 
hospital. 

Medicaid - TheMedical Assistance Program administered by theDivision 
to furnish and p a y  f o r  medical services pursuant to  theMassachusetts 
Medicaid Statute and Ti t le  X I X  o f  theSocial Security Act. 

Medicaid MassHeal th ManagedCare - A comprehensive managed care program
which consists of a Primary Care. Clinician (PCC) Programand a Mental 
Health/Substance Abuse (MH/SA) Program. (Patients served through this  
program are referred to as recipients assigned to  managed care.) 

Merger - A reorganization o f  two or more acute hospitals into a single
f iscal  enti ty .  
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Attachment 4.19A (11 

S t a t e  P l a n  Under T i t l e  XIX o f  the S o c i a l  Security Act 

S t a t e :  Massachuse t t s  


I n s t i t u t i o n a l  R e i m b u r s e m e n t  


Pass-Through Costs - Organ a c q u i s i t i o n  andmalprac t ice  costs t h a ta r e  
p a i d  on a c o s t - r e i m b u r s e m e n t  b a s i s  and are  added  t o  the hospi t a l - s p e c i f i c
s tandard payment  amount  . 
P e d i a t r i c  S p e c i a l t y  H o s p i t a l  - An a c u t e  h o s p i t a l  which l imits admiss ions  
p r i m a r i l y  t o  children and which q u a l i f i e s  a s  exempt f r o m  the Medicare 
prospective payment system r e g u l a t i o n s .  

P e d i a t r i c  S p e c i a l t y  U n i t  - A p e d i a t r i c  u n i t  i n  a n  a c u t e  h o s p i t a l  i n  which 
the r a t i o  o f  licensed p e d i a t r i c  beds to  t o t a l  licensed h o s p i t a l  beds a s  
o f  J u l y  1, 1994 exceeds 0 . 2 0 ,  u n l e s sl o c a t e d  i n  a f a c i l i t ya l r e a d y
d e s i g n a t e d  a s  a s p e c i a l t y  h o s p i t a l .  

P u b l i c  Service H o s p i t a l  - Any government-owned a c u t e  h o s p i t a l  which h a s  
a p r i v a t e  sector p a y o r  m i x  t h a t  c o n s t i t u t e s  less than  twenty-five percent 
(25%) o f  i t s  gross p a t i e n t  service revenue  (GPSR) and where uncompensated 
c a r e  comprises more than  twenty percent (20%)  o f  it s  GPSR. 

Ra te  Year  (RY) - The period beginning October 1 and ending September 3 0 .  
RY96 begin6 October 1, 1995 and ends September 3 0 ,  1996. 

Recipient - A person determined by the Division to  be eligible f o r  
m e d i c a l  a s s i s t a n c e  u n d e r  the Medicaidprogram. 

Sole Community Hospi t a l  - Any a c u t eh o s p i t a lc l a s s i f i e da s  a sole 
communi t yhosp i ta l  by the U.S .  Hea l thCareFinanc ingAdmin i s t ra t ion ' s  
M e d i c a r e  r e g u l a t i o n s .  

S p e c i a l t y  Hospital - Any a c u t eh o s p i t a l  which l imits admiss ions  t o  
children or t o  p a t i e n t su n d e ra c t i v ed i a g n o s i s  and t r ea tmen t  o f  eyes, 
e a r s ,  nose, a n dt h r o a t ,  or d i a g n o s i s  and t r ea tmen t  o f  cancer and which 
q u a l i f i e sa s  exempt from the Medicare prospective payment system
r e g u l a t i o n s .  

T r a n s f e r  P a t i e n t  - Any p a t i e n t  who meets a n y  o f  the following c r i t e r i a :  
1) t r a n s f e r r e d  between a c u t e  h o s p i t a l s ;  2) transferred between a dist inct  
p a r t  p s y c h i a t r i c  u n i t  and a m e d i c a l / s u r g i c a l  unit in  a n  a c u t e  h o s p i t a l ;  
3) t r a n s f e r r e d  between a bed i n  a DMH Replacement U n i t  i n  a na c u t e  
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Attachment 4 .19A( l )  

S t a t e  P l a n  Under T i t l e  X I X  o f  the Social S e c u r i t y  Act 

S t a t e :  Massachuse t t s  


I n s t i t u t i o n a l  R e i m b u r s e m e n t  


h o s p i t a l  and a n o t h e r  bed i n  a na c u t eh o s p i t a l ;  4 )  receiving s u b s t a n c e  
a b u s e - r e l a t e d  services whose s t a t u s  i n  managed carechanges;  5 )  who 
becomes eligible f o r  M e d i c a i d  a f t e r  the d a t e  o f  admiss ion  and prior to  
the d a t e  o f  disCharge;  or 6) whose s t a t u s  in  managed carechanges  w h i l e  
receiving mental heal Lth-rela t e d  services. 

Upper L i m i t  - The term referring to  the level below which i t  i s  
d e t e r m i n e dt h a t  the hospi ta lre imbursement  methodology w i l l  r e s u l t  i n  
payments f o r  h o s p i t a l  services in  the a g g r e g a t e  t h a t  a r e  no more t h a n  the 
amount tha t  would  be p a i d  under Medicare principles of reimbursement .  

Usual and CustomaRy Charges - Rout ine  fees h o s p i t a l sc h a r g e  f o r  a c u t e  
i n p a t i e n t  services rendered to  p a t i e n t s  r e g a r d l e s s  of payor  source .  

TN 95-17 
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Attachment 4 . 1 9 A f l )  

State PlanUnder T i t le  XIX o f  the Social Security Act 

State: MASSACHUSEtt s  


Institutional Reimbursement 


I I I :  NON- COVERED SERVICES 

The Division w i J l  reimburse Medicaid participating hospitals a t  the rates 
established i n  the RFA f o r  a l l  acuteinpatientservices provided to  
Medicaid recipients except for the following: 

A. 	 Mental Health and Substance Abuse Services f o r  Recipients Assigned 
to  ManagedCare 

The Division's managed care MentalHeal th/Substance Abuse (MH/SA)
provider has implemented selective networks o f  providers to deliver 
inpatient mental health and substance abuse services for Medicaid 
recipients assigned to  managed care. For Medicaid managed care 
patientsreceiving such services, network hospitalsshall be p a i d  
pursuant t o  contracts between the hospital and the MH/SA provider. 

Non-network hospitals do not q u a l i f y  f o r  Medicaid reimbursement f o r  
managed care-participating patientsseeking non-emerGencyinpatient
psychiatric and substance abuse services. I f  a managed care 
Medicaid patient i s  admitted on an emergency basis by a non-network 
hospital, the'hospi t a l  shall be p a i d  by the MH/SA provider a t  the 
Medicaid transfer per diem rate capped a t  the per discharge amount 

abuse-relatedf o r  substance admissions and a t  the Medicaid 
psychiatric per diem rate for psychiatric admissions. 

B .  Department of Mental Health ( D m )  Replacement Unit Services 

DMH Replacement Unit s  are specially designated t o  containbeds in  
hospitals t h a t  provide high intensity services to seriously mentally 
ill  patients who previously would have received services a t  a public
mental heal th hospital prior to the closing of state mental heal th 
f a c i l i t i e s .  The services provided in  DMH Replacement Unitsare o f  
a higher clinical intensity than the services traditionally p a i d  f o r  
by Medicaid i n  general hospitals, and provide fo r  the treatment o f  
acute mental i l lness  or an acute episode o f  long-term serious mental 
i l lness .  They are s taf fed and operated by hospitals pursuant to  
three-way contracts w i t h  DMH and theDivision. Payments f o r  DMH 
replacement unit services w i l l  be made pursuant t o  the hospital's
three-way contract w i t h  DMH and the Division. 

t	 .t. 
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Attachment 4.19A (1)  

State Plan Under T i t le  X I X  of the Social Security Act 

State: Massachusetts 


Institutional Reimbursement 


C. HMO Services 

Hospitals providing services toMedicaid recipients enrolled i n  HMOs 
w i  11 be reimbursed by HMOs f o r  those services. (SeeSection 
IV.2.A.11.") 

Hospitals may not bill theDivision, and the Division w i l l  not 
reimburse hospitalsforservices provided to  Medicaid recipients
enrolled i n  an HMO wheresuch servicesare covered by the HMO's 
contract w i t h  theDivision. 

D .  Air Ambulance Services 

In order toreceive reimbursement f o r  a i r  ambulance services, 
providers m u s t  have a separatecontract w i t h  the Division fo r  such 
services. 

E .  Hospital Services REIMBURSED through Other Contracts or Regulations 

TheCommonwealth may ins t i tu te  special program initiativesother 
than. those l is ted abovewhich provide, through contract and/or
regulation, a1 ternative reimbursement methodologies forhospital
servicesorcertainhospi t a l  services.In such cases, payment f o r  
such services i s  made pursuant to  thecontract and/or regulations
governing thespecial program in i t ia t ive ,  and not through the RFA 
and resulting contract. 
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Attachment 4 . 1 9 A f l )  

S t a t e  P l a n  Under Ti t le  XIX o f  the Social S e c u r i t y  Act 

S t a t e :  Massachuse t t s  


I n s t i t u t i o n a l  R e i m b u r s e m e n t  


IV: REIMBURSEMENT SYSTEM 

1. DATA SOURCES 

Inthe development o f  the b a s e  costs per discharGe,  the Division 
used i t s  FY90 Medicaidpaidc la ims  f i l e ;  the FY9O RSC-403 report, 
a s  s u b m i t t e d  by e a c h  h o s p i t a l  to  the Ra te  Setting Commission (RSC) ; 
and the FY9O Merged C a s e m i x / B i l l i n g  T a p e s  a s  a c c e p t e d  by RSC, a s  the 
p r i m a r y  s o u r c e s  o f  d a t a  t o  develop b a s e  o p e r a t i n g  costs. These da ta  
were supplemented by i n f o r m a t i o n  f r o m  e a c h  h o s p i t a l ' s  FY90 year-end
Maximum Al lowab le  Cost (MAC) report and i n f o r m a t i o n  f r o m  the 
i n t e r m e d i a r i e s  f o r  the Medicare program, a s  needed. I f  a h o s p i t a l  's 
FY90 RSC-403 was not a v a i l a b l e ,  the h o s p i t a l  ' 8  FY89 RSC-403 was 
u t i l i z e d .  The "per review" version o f  the FY90 MAC report was used ,  
i f  a v a i l a b l e .  I f  i t  was not a v a i l a b l e ,  the FY90 " a s  f i l e d "  version 
was used .  

The Division used the Medicaid paid c l a i m s  f i l e  f o r  d a t e s  o f  payment
f o r  the period June 1 ,  1994 through May 31, 1995 t o  develop the RY96 
casemix  index which a d j u s t so p e r a t i n g  costs. The Medicare cost 
reports (2552) f o r  FY91 and FY92 f o r  c a p i t a l  and the FY94 RSC 403 
report ( a s  FILED f o r  m a l p r a c t i c e ,o r g a na c q u i s i t i o n  and direct 
med ica l  educa t ion  were used to  develop r a t e s  o f  payment f o r  c a p i t a l  
costs, m a l p r a c t i c e ,  o r g a n  a c q u i s i t i o n ,  and direct med ica l  educa t ion .  

2.. METHODOLOGY 

A. Payment f o r  Inpa tient Services 

1. Overview 

Payments f o r  i n p a t i e n t  services, other than f o r  
p s y c h i a t r i c  services provided in  distinct p a r t
p s y c h i a t r i cu n i t s ,  w i l l  consist o f  the sum o f  1 )  a 
s ta tewideaveragepayment  amount per d i s c h a r g e  t h a t  i s  
a d j u s t e d  f o r  wage area differences and the h o s p i t a l 
specif ic Medicaid casemix; 2 )  a per d i s c h a r g e ,  h o s p i t a l 
specif ic payment amount f o r  h o s p i t a l  -specific expenses
f o r  m a l p r a c t i c e  and organ a c q u i s i t i o n  costs; 3 )  a per
d i s c h a r g e ,  h o s p i t a l  -specific paymentamount f o r  direct 
medicaleducat ion  costs which i n c l u d e s  a p r i m a r yc a r e  
t r a i n i n g  incentive and a s p e c i a l t y  c a r e  r e d u c t i o n ;  and 
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Attachment 4.19Atl)  

S t a t e  P l a n  Under T i t le  XIX o f  the Social S e c u r i t y  Act 

S t a t e :  Massachuse tt s  


I n s t i t u t i o n a l  R e i m b u r s e m e n t  


4 )  a per d i s c h a r g e ,  hospi t a l  -specific payment amount f o r  
c a p i t a l  costs which i s  a blend o f  a c t u a l  FY92 costs and 
a r e a s o n a b l e  c a p i t a l  cost l i m i  t . 
Each o f  these elements i s  described i n  Sections IV.2.A.2 
through IV.2 .  A.5 .  The s ta t ewide  average  paymen t  amount 
per d i s c h a r g e  i n c o r p o r ates an  eff iciency 8 tandard.  

Payment f o r  p s y c h i a t r i c  services provided in  distinct 
p a r t  p s y c h i a t r i c  u n i t s  t o  M e d i c a i d  p a t i e n t s  who a r e  not 
served either through a c o n t r a c t  between the Division 
and it s  MH/SA provider or i n  a DMH Replacement U n i  t 
s h a l l  be made through an a l l  -incl u s i v e  r e g i o n a l  weighted 
average  p e r  diem, updated f o r  INFLATION and a d j u s t e d  to  
ref lect  a n yr e d u c t i o n sn e g o t i a t e d  by the h o s p i t a l  and 
the Division’s MH/SA provider (described i n  Section 
IV.2.A.7). 

Payment f o r  p h y s i c i a n  services rendered by hospi t a l  
b a s e dp h y s i c i a n s  w i l l  be made a s  described i n  Section 
IV.2.A.10. 


2. 	 ThP, Hospi t a l  -Specific Standard Payment Amount Per 
Discharge (SPAD) 

The f i r s t  step i n  c a l c u l a t i n g  the h o s p i t a l - s p e c i f i c
standard payment amount per d i s c h a r g e  i s  the a p p l i c a t i o n
o f  i n f l a t i o n ,c a s e m i x  and wage area t o  the s t a t e w i d e  
average payment amount per d i s c h a r g e .  

The statewideaveragepaymentamount  per d i s c h a r g e  i s  
based  on the a c t u a ls t a t e w i d e  costs o f  providing
i n p a t i e n t  services t o  Medicaid recipients i n  FY90 .  The 
estimated a c t u a l  costs of M e d i c a i dp a t i e n t s  i n  each 
h o s p i t a l  were determined u s i n g  the Medicaid  paid  c la ims  
da tabase  for  FY90, the FY90 RSC-403 and the FY90 MAC 
report. Cost and u t i l i z a t i o nd a t a  f o r  the following 
were exc luded  i n  c a l c u l a t i o n  o f  the s t a t e w i d ea v e r a g e  
payment amount per d i s c h a r g e :  hospi t a l  s w i  th unique
circumstances, a s  set for th  i n  Sections IV.B. 1-IV.B.3; 
h o s p i t a l  u n i t s  w i t h  un ique  circumstances, a s  set forth 
i n  Sections IV.B.2 and IV.B.5; and p s y c h i a t r i c  u n i t s .  

.;;; 0 I’ .’; ;- _I 
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Attachment 4.19Atl)  

S t a t e  Plan  Under T i t l e  XIX of the Social S e c u r i t y  Act 
S t a t e :M a s s a c h u s e t t s  

I n s t i t u t i o n a l  R e i m b u r s e m e n t  

ac tualEs t imated  Medicaid  costs were derived by a )
m u l t i p l y i n g  M e d i c a i d  i n p a t i e n t  r o u t i n e  c h a r g e s  (net o f  
AD r o u t i n e  c h a r g e s )  a t  e a c h  h o s p i t a l  by the h o s p i t a l  's 
c o s t - t o - c h a r g er a t i o  f o r  a l lr o u t i n e  services and b l  
adding  this amount t o  the PRODUCT o f  M e d i c a i d  i n p a t i e n t
a n c i l l a r y  c h a r g e s  (net o f  AD a n c i l l a r y  c h a r g e s )  a t  e a c h  
h o s p i t a l  and the h o s p i t a l ' s  c o s t - t o - c h a r g e  r a t i o  f o r  a l l  
a n c i l l a r y  services. 

Costs and chargesassoc ia t ed  w i t h  dist inct  p a r t
u n i t s  were excluded.p s y c h i a t r i c  Majormoveable 

equipment  depreciat ion and short term i nterest expenses 
were e x c l u d e d  a s  these expenses a r e  t r e a t e d  a s  p a r t  o f  
c a p i t a l  expenses. The cost center which i s  ident i f ied 
a s  the s u p e r v i s i o n  component o f  phys i c iancompensa t ion  
was i n c l u d e d ;p r o f e s s i o n a l  services and other direct 
p h y s i c i a n  costs were exc luded .  

Malprac t i ce  costs, o r g a na c q u i s i t i o n  costs and direct 
med ica leduca t ion  costs were exc luded  f r o m  the 
c a l c u l a t i o n  o f  the statewideaveragepaymentamount .  
C a p i t a l  costs were a l s oe x c l u d e d ,a s  the reasonab le  
level o f  payment f o r  c a p i t a li n c o r p o r a t e s  a s e p a r a t e
e ff ici ency standard.  

A d m i n i s t r a t i v e  Daysused i n  the i n p a t i e n tc a l c u l a t i o n  
were o b t a i n e d  from the FY90 Medicaidc la imsdata  f i l e .  
I f  the h o s p i t a l  's c la ims  data  had  zero A D  days  or the AD 
days  were less than three (3%) percent o f  i t s  t o t a l  

d a y s ,  the FY90 RSC 404-A f o u r t hh o s p i t a l  q u a r t e r
reported AD days  were used f o r  s u c h  h o s p i t a l s .  

The es t imated  Medicaid  costs f o r  e a c h  h o s p i t a l  were then 
d i v i d e d  by the number o f  FY90 M e d i c a i d  d i s c h a r g e s  a t  the 
h o s p i t a l  t o  derive the es t imatedactualMedicaid  costs 
per d i s c h a r g e  . 
The es t ima tedac tua lMed ica id  costs per d i s c h a r g e  f o r  
e a c hh o s p i t a l  were then d i v i d e d  by the h o s p i t a l  's 
M a s s a c h u s e t t s - s p e c i f i c  wage area index and by the 
h o s p i t a l - s p e c i f i c  FY90 Medicaid casemix i n d e x  u s i n g  the 
Version 8 . 0  N e w  York Grouperand New York weights. ( F o r
the non-exempt M a s s a c h u s e t t sh o s p i t a l s  i n  the a r e a s  
d e s i g n a t e d  by the G e o g r a p h i c a lC l a s s i f i c a t i o n  R e v i e w  
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Board ofthe Health Care Financing Administration, 
e f fec t ive  September 1, 1994,  the average hourly wage o f  
each area was calculated from a u d i t e d  FY91 Medicare 2552 

' Cost Reports. Each area 's average hourly wage was then 
divided by thestatewide average hourly wage to 
determine the area 's wage index. For the calculation of 
theSpringfield area index, the Baystate Medical 
Center 's wagesand hours were included). This step
results in the calculation of the Standardized Medicaid 
costs per discharge f o r  each hospi t a l .  

The hospitals were then ranked fromlowest tohighest
w i t h  respect to  their  standardized Medicaid costsper
discharge; a cumulative frequency o f  Medicaid discharges

hospitals was produced; and ef f ic iencyf o r  the an 

standard was established a s  the weighted median cost per

discharge. The ef f ic iency standard was established a s  

thecostper dischargecorresponding tothe discharge

located a t  the seventy-fifth percentile; this means t h a t  

75% o f  the Medicaid caseload was treated in hospitals 

whose operating costs were recognized i n  f u l l .  The 

ef f ic iency standard o f  $2,869.54 a t  the weighted

seventy-fifthpercentile i s  thehighest Medicaid cost 

per discharge that  w i l l  be recognized f o r  any individual 

hospitalinthe computation ofthestatewide average 

payment amount . 

The statewide averagepaymentamount perdischarge was 

thendetermined by mu1 tiplying a )  the weighted mean o f  

the standardized costperdischarge, a s  limited by the 

ef f ic iency standard; by b) the outlier adjustment factor 

of ninety-seven percent ( 9 7 % ) ;by c )  an inflation factor 

o f  3.35% which reflects price change between RY92 and 

RY93; by d )  an inf lat ion factor  of  3.01% which re f lec t s  

price changebetween RY93 and RY94; by e )  an inf lat ion 

factor of  2.80% which reflects price change between RY94 

and RY95; and by f )  an inf lat ion factor  of 3.16% which 

reflectsprice change between RY95 and RY96.  Each 

inf lat ion factor  i s  a blend of the HCFA market basket 

and the Massachusetts Consumer PriceIndex ( C P I )  . 

the C P I  replacesSpecifically, thelabor-related 
component o f  the HCFA market basket tore f lec t  
conditions i n  the Massachusetts economy.The resulting 
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averages ta t ewide  paymen t  amount per d i s c h a r g e  i s  
$2,706.10. 

The statewideaveragepaymentamount  per d i s c h a r g e  was 
then mu1 t i p l i e d  by the hosp i ta l ' s  Med ica id  casemix  index 
( u s i n g  version 12.0 o f  the N e w  York Grouper and N e w  York 
weights) based  on Medica id  pa id  c la ims  from June 1,  1994 
to May 31, 1995 and the h o s p i t a l  's Massachuse t t s  
specif ic wage area  index t o  derive the h o s p i t a l  -specif ic 
standardpaymentamount per d i s c h a r g e  (SPAD). The wage 
area  indexes were derived from a u d i t e d  F Y 9 2  Medicare 
Cost Reports (2552) .  

The o u t l i e r  ad jus tmen t  i s  used f o r  the payment of 
o u t l i e r  d a y s  a s  described i n  Section I V . Z . A . 8 .  

3.  C a l c u l a t i o n  of the Pass-through Amount Per Discharge 

The i n p a t i e n t  portion o f  m a l p r a c t i c e  costs was derived 
from e a c h  h o s p i t a l  ' 8  FY94 RSC 403 report a s  f i l e d .  The 
i n p a t i e n t  portion o f  o r g a n  a c q u i s i t i o n  costs was derived 
from e a c h  h o s p i t a l  ' 8  FY94 RSC 403 Report as f i l e d .  The 
paSs-throughamount per d i s c h a r g e  i s  the sum o f  the per
d i s c h a r g e  costs o f  m a l p r a c t i c e  and organ acquisiT t ion 
costs. In eachcase ,  the amount i s  c a l c u l a t e d  by 
d i v i d i n g  the h o s p i t a l  's i n p a t i e n t  portion of expenses by
the number o f  t o t a l ,  n o n - p s y c h i a t r i c  i n p a t i e n t  d a y s  and 
then mu1 t iplying the per d i e m  costs by the h o s p i t a l  
specif ic Medicaid (non-psychiatric/substance abuse)  
average  length o f  s t a y  from casemixdata  . These 
p r e l i m i n a r y  numbers fo r  m a l p r a c t i c e  organand 
a c q u i s i t i o n  were then compared to  e a c hh o s p i t a l  's 
malprac t iceandorganacquis i t ionpaymentamounts  f o r  
RY95. The change i n  eachpaymentamountwas l i m i  t e d  t o  
50% of the difference between e a c hh o s p i t a l ' s  RY95 
paymentamountbased on the Medicare Cost Report (2552)
f o r  1993 and the i n i t i a l  RY96 amountusing the RSC 403.  

4. Direct Medical Educat ion  

The i n p a t i e n t  portion o f  direct med ica l  educa t ion  costs 
was derived from e a c hh o s p i t a l  's FY94 RSC 403 report. 
F o r  h o s p i t a l s  which began new p r i m a r yc a r ep h y s i c i a n  
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t r a i n i n g  programs between October 1,  1994 and J u l y  1 ,  
1995, the Division s h a l l  recognize, on a n  interim basis, 
such  new costs s u b m i t t e d  by the h o s p i t a l ,a r ea s  

e 	 determined to  be reasonab le  by the Division, t o  be 
revised u s i n g  costs reported i n  the a s - f i l e d  FY95 RSC 
403 Report.  Suchincrementa l  costs f o r  new programs
s h a l l  be a n n u a l i z e d .  In each instance, the amount was 
c a l c u l a t e d  by d i v i d i n g  the h o s p i t a l ' s  i n p a t i e n t  portion
o f  expenses by the number o f  t o t a l( n o n - p s y c h i a t r i c )
i n p a t i e n t  d a y s  and then m u l t i p l y i n g  the per d i e m  costs 
by the h o s p i t a l  - s p e c i f i c  M e d i c a i d  (non 
p s y c h i a t r i c / s u b s t a n c e  a b u s e )  a v e r a g e  length o f  s t a y  from 
casemix  da ta .  The Division has  incorpora ted  an  incentive 
i n  f a v o r  o f  p r i m a r yc a r et r a i n i n g  which was f a c t o r e d  
in to  the recognized direct med ica leduca t ion  costs by 
weight ing  costs i n  f a v o r  of p r i m a r yc a r et r a i n i n g .  An 
incentive o f  33% o f  the costs wasadded to  the per
d i s c h a r g e  cost o f  p r i m a r y  c a r e  t r a i n i n g ;  a r e d u c t i o n  o f  
2 0 %  o f  the costs was s u b t r a c t e d  f r o m  the per d i s c h a r g e  
costs o f  s p e c i a l t y  c a r e  t r a i n i n g .  The number o f  p r i m a r y  
c a r e  and s p e c i a l t y  c a r e  t r a i n e e s  was derived f r o m  da ta  
provided t o  the Division by the h o s p i t a l s .  This 
prEliminary number was then compared t o  e a c h  h o s p i t a l  's 
direct medicaleducat ionpaymentamount  f o r  RY95.  The 
change i n  eachpaymentamountwas l i m i t e d  t o  50% o f  the 
d i f ference  between e a c h  h o s p i t a l  's RY95 paymentamount 
based on the Medicare Cost Report (2552) f o r  1993 and 
the i n i t i a l  RY96 amountusing the RSC 4 0 3 .  

G r o w t h  i n  direct med ica l  educa t ion  costs a t t r i b u t a b l e  t o  
wage i n f l a t i o n  w i l l  be s u b j e c t e d  to  a 10% annual l i m i t .  
An a u d i t  may be performed by the Division to  verify the 
a p p r o p r i a t e n e s s  o f  reported t e a c h i n g  costs . 
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5 .  C a d  t a l  Pamen t Amount per DISCHARGE 

The capi ta l  payment  i s  a blend o f  a c t u a l  c a p i t a l  costs,
based  on the FY92 Medicare cost report (25521, and a 
c a s e m i x - a d j u s t e dc a p i t a l  cost l i m i t ,  based on the FY91 
Medicare cost report (25521, updated f o r  i n f l a t i o n ,  t o  
be phased- in  over f i v e  y e a r s .  

F o r  e a c hh o s p i t a l ,  the t o t a li n p a t i e n tc a p i t a l  costs 
i n c l u d e  b u i l d i n g  and fixed equipment d e p r e c i a t i o n ,  m a j o r
moveable equipment deprec ia t ion ,and  long- term and 
s h o r t - t e r m  interest .  T o t a lc a p i t a l  costs a r ea l l o c a t e d  
to  inpa  t ien t services through the square  foo tage -based
a l l o c a t i o nf o r m u l au s e d  i n  the Medicare cost report 
(2552) .  The Medicare cost report i s  a l s ou s e d  to  
i d e n t i f y  c a p i t a l  a l l o c a t e d  to  distinct p a r t  p s y c h i a t r i c
u n i t s  and t o  s u b t r a c t  th is  amount from t o t a l  i n p a t i e n t
c a p i t a l  i n  order to  c a l c u l a t e  the non-DPU c a p i t a l  cost 
per d i s c h a r g e  . 
The c a p i t a l  cost per d i s c h a r g e  i s  c a l c u l a t e d  by d i v i d i n g
t o t a li n p a t i e n tc a p i t a l  costs (less t h a ta l l o c a t e d  t o  
p s y c h i a t r i c  DPU) by the h o s p i t a l ' s  t o t a l  non-DPU d a y s ,
and then mu1 t iplying by the h o s p i t a l  -specific non-DPU 
Medicaid average 1ength o f  s t a y  f r o m  casemix  da ta .  

The c a s e m i x - a d j u s t e dc a p i t a l  e f f ic iency s tandard  i s  
de termined  by a )  d i v i d i n g  e a c h  h o s p i t a l  's F Y 9 1  c a p i t a l  
cost per d i s c h a r g e  by i t s  F Y 9 1  casemix  index; b) sorting
these a d j u s t e d  costs i n  ascend ing  order; and c )
produc ing  a cumula t i ve  frequency o f  d i s c h a r g e s .  The 
c a s e m i x - a d j u s t e dc a p i t a l  e f f i c iency  s tandard  i s  
e s t a b l i s h e d  a t  the cost per d i s c h a r g e  corresponding t o  
the median  d ischarge .  

The c a p i t a l  e f f i c iency  s tandard  was updated f o r  
i n f l a t i o n  between RY93 and RY94 by a f a c t o r  o f  3.01%; 
f o r  i n f l a t i o n  between RY94 and RY95 by a f a c t o r  o f  
2.80%; and f o r  i n f l a t i o n  between RY95 and RY96 by a 
f a c t o r  o f  1.80%. The RY96 c a p i t a l  u p d a t e  f a c t o r  i s  t a k e n  
from annual HCFA r e g u l a t i o n s  u s e d  by HCFA to  upda te  the 
c a p i t a lp a y m e n t s  made by Medicare.  The c a p i t a lu p d a t e
f a c t o r  i s  computed annual ly  by HCFA and i s  c a l c u l a t e d  a s  
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follows: HCFA estimatesofinflationindepreciation,
in teres t ,  and other relatedcapital expenses, i s  
multiplied by their respective weights, and summed. HCFA 

* 	 has estimatedthe va lue  o f  this index i n  RY96 t o  be 
1 . 8 8 ,  making theinflationfactorofcapital  payments
equal t o  1 . 0 1 8 .  For RY96, thecasemix-adjusted c a p i t a l
e f f i c i ency  standard per discharge i s  $313.29. 

The capital  eff iciency standard continues to be phased
i n  over a five-year period. In  this fourth year of the 
phase-in, a hospital w i t h  capital costs below the median 
w i l l  retain 80% of the dif ference between i t s  costs and 
thestatewidestandard;thecapital payment f o r  such a 
hospital w i l l  be the sum of thehospi t a l  's actual 
adjustedcapitalcostperdischarge and 80% ofthe 

the capitaldi f ference between casemix-adjusted

e f f i c i ency  standard and thehospital'sactualadjusted

capitalcostperdischarge which i s  thenmultiplied by

thehospital ' 8  casemix indextoestablish i t s  per

dischargecapi t a l  paymentamount . A hospi t a l  w i  th  

capitalcosts above the median w i l l  belimitedtothe 

standard p l u s  20% ofthedifference between i t s  costs 

and the statewide standard; the c a p i t a l  payment f o r  such 


thea hospital w i l l  be the sum of casemix-adjusted
capitaleff iciency standard and 20% ofthedifference 
between the casemix-adjusted capital e f f i c i encystandard 
and thehospital 's a c t u a l  adjustedcapitalcostper
discharge which i s  then mu1 t ipl ied by thehospital 's 
casemix indextoestablishtheperdischargecapital 
payment AMOUNt . 

6 .  Maternity and Newborn Ra tee 

Maternitycasesin which deliveryoccurs w i l l  continue 
to  be p a i d  on a SPAD basis w i t h  one SPAD paid  for  the 
mother and one SPAD p a i d  for  the newborn. Payment f o r  
a l l- services (except physician services) provided i n
conjunction w i t h  such a maternity s t a y  including, b u t  
not to,limitedfollow-up home visi ts  provided a s  
incentives for short delivery stays, are included in the 
SPAD amount. There w i l l  be no additional payments to  
the hospital or other enti ties (i.e.  VNA's, home health 
agencies) f o r  providing these services i n  collaboration 
w i t h  the hospi t a l .  Hospitals are required t o  a p p l y  any 
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a n da l l  materniT t y  and newborn policies and programs
e q u a l l y  t o  a l l  p a t i e n t s ,  r e g a r d l e s s  o f  payor .  

7. 	 Payment for P s y c h i a t r i c  Services i n  Distinct Par t  
Department of MentalPsychiatricUnits and Heal th  

Rep1acemen t U n i  ts 

a .  	 Payment f o r  P s y c h i a t r i c  Services i n  Distinct Par t  
uni ts 

Services p r o v i d e d  t o  non-managed careMedicaid  
p a t i e n t s  i n  d i s t inc t  p a r t  p s y c h i a t r i c  u n i t s  s h a l l  
be p a i d  t h r o u g h  a n  a l l - i n c l u s i v e  r e g i o n a l  weighted  
average  per d i e m .  This  paymentmechanism does not 
a p p l y  t o  c a s e s  in which services a r e  provided to  
Medicaid recipients i n  DMH Replacement Units;  or t o  
c a s e s  i n  which m e n t a lh e a l t h  or subs tanceabuse  
service a r e  prov ided  t o  managed careMedicaid  
recipients. See Sections I I I . A  and III.B. 

~ 	 The regions used t o  develop the a l l - i n c l u s i v e  
reg iona l  we igh ted  average  per d i  em r a  tes correspond 
to  the six Heal th  Services A r e a s  e s t a b l i s h e d  by the 
Massachuset tsDepartment  of Publ i cHea l th  (PL 9 3 
6 4 1 ) .  These reg iona l  w e i g h t e d  average  per  d iems  
were c a l c u l a t e d  by a )  d i v i d i n g  e a c h  h o s p i t a l ' s  per
d i s c h a r g e  p s y c h i a t r i c  r a t e  e s t a b l i s h e d  i n  the FY92 
Medicaid RFA by the F Y 9 0  average  length of s t a y
p e r t a i n i n g  t o  M e d i c a i dp s y c h i a t r i cp a t i e n t s ;  b)
mu1 t i p l y i n g  the r e s u l t  f o r  e a c hh o s p i t a l  by the 
r a t i o  o f  the h o s p i t a l ' s  M e d i c a i d  m e n t a l  h e a l t h  d a y s .  
t o  the t o t a lM e d i c a i dm e n t a lh e a l t hd a y s  f o r  the 
h o s p i t a l  's r e g i o n ;  and c )  summing the r e s u l t s  for  
each region. The r e g i o n a l  we igh ted  average  per 
d i e m s  were u p d a t e d  u s i n g  i n f l a t i o n  f a c t o r so f  3.35% 
to  re f lec t  price changes between RY92 andRY93; 
3.01% to  re f l ec t  price changes between RY93 and 
RY94;  2.80% t o  r e f l ec t  price changes between RY94 
and RY95;  and 3.16% to ref1Lect price changes
between RY95 and RY96.  

F o r  h o s p i t a l s  which a r e  p a r t  o f  the Division's 
M H / S A  provider network, the lower of the MH/SA 
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negotiated rate or the psychiatric per diem shall 
be therate of payment i n  a l l  cases where the 
psychiatric per d i e m  established i n  the RFA 
applies . 

b. 	 Payment for PsychiatricServices i n  Department of 
Mental Health ( D m )  Replacement Units 

Year of S t a r t - u p  

Replacement unitservices w i l l  be reimbursed 
through a prospectiveper diempaymentwhich i s  
based on the hospital's contractedspecific
allowable costs for replacement services and total 
projected days of rep1acement services. 

Medicaid allowable costs w i l l  be based on a budget
which represents a maximum level of  reasonable and 
adequate reimbursable expenditures which w i l l  be 
recognized by the Medicaidprogram. Costs incurred 

w 	 i n  excess of this  budget w i l l  notbe reimbursed by
Medicaid since each DMH Replacement Unit budget i s  
based on a n  analysis which determined the 
reasonable and adequate costs which m u s t  be 
incurred i n  the e f f i c i en t  and economic provision of 
services. The hospital must prepare a detailed 
budget using i t s  chart o f  accounts whichcanbe 
summarized in to  thefollowingcostcategories: 

A .  Direct Cost s  
B .  PhysicianCosts 
C. Ancillary Costs 
D.  Major EquipmentMoveable 
E. C a p i t a l  Costs 
F .  IndirectCosts 

Direct Costs arethe approved costs of s t a f f  
salaries and fr ingebenef i ts ,  and supplies and 
expenses incurred in  the uni t .  These include costs 
such as unitnursing s t a f f ,  
psychologists,social workers, therapists, mental 
health workers, and other s t a f f  d irect ly  assigned 
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